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TEN YEARS AFTER - WELFARE EFFECTS OF THE APPLICATION 
OF THE CAP IN AUSTRIA, FINLAND AND SWEDEN 
 
Abstract. Ten years ago, Austria, Finland, and Sweden joined the EU. The application of the 
Common Agricultural Policy (CAP) caused major repercussions on the agricultural sectors of the 
entering countries. This article analyses the welfare effects of accession to the EU on the agricultural 
markets in Austria, Finland and Sweden in a simple supply and demand framework, which is kept 
strictly identical across all three countries. The quantitative results of the study are derived by using 
standard partial equilibrium comparative static analysis in the Marshallian economic surplus 
framework. Using this method, the welfare effects are calculated for eight major cereal and livestock 
commodities produced in Austria, Finland, and Sweden by comparing the evolution of the markets 
with and without entry into the EU. The results of the analysis suggest that consumers have gained 
from accession and producers, on the other hand, have incurred welfare losses from changing market 
conditions, which however have been eased by rising budgetary support. 
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At January 1, 1995 the internal market of the European Union (EU) was extended to three new 
member states: Austria, Finland and Sweden. Accession to the EU, and the application of the Common 
Agricultural Policy (CAP) changed the operational environment of the agri-food sector within each of 
the three countries. Agricultural policies were altered substantially implying a new price structure, 
production quotas and direct income payments to tillable land and animal units. Obstacles to trade 
were abolished with the rest of the EU, and EU regulations started to be applied in the trade with the 
third countries immediately on accession. 
The question of the benefits and costs of the accession into the EU and compliance with the CAP 
was hotly debated in all three countries before the accession. However, not many estimates of the 
actual benefits and costs from the application of the CAP appear to exist to-date (Niemi, 1993, 
Penttilä, 1997). This paper attempts to provide both qualitative and quantitative estimates of the effects 
of application of the CAP on the agricultural sectors of Austria, Finland and Sweden. The ten-year 
period from 1995 to 2004 should provide sufficient information for an appraisal of the consequences 
of the accession on agri-food sectors of the three countries. 
The accession has eventually affected production, consumption and trade of agricultural products 
in three countries under examination and thereby influenced market balance also in the rest of the EU. 
The effects, thus, concern various groups within the countries, e.g. consumers, producers, the 
government, etc., as well as EU countries as a whole. We shall here concentrate on the inter-group 
transfers within a country, and neglect the possible inter-country income transfers. The 1995 accession 
has only very limited impacts on the agricultural markets in the whole EU, as the three countries are 
minor players in production and trade in relation to the EU and its major export producers. 
Initially, the agricultural policies in Austria, Finland, and Sweden before and after entry are 
briefly discussed in the paper. Then the impacts of accession on agricultural sectors are evaluated and 
compared (section 2). Section 3 of the paper outlines the traditional economic argument concerning 
the static welfare effects of removing trade barriers. Section 4 concentrates on quantitative analysis on 
welfare effects of integration. Static calculations are used to illustrate how adopting EU price levels 
have affected producer and consumer surpluses. In section 5, the budgetary transfers between the three 
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2. Experiences of Austria, Finland and Sweden under the CAP 
 
In principle, agricultural policies of the three countries (Austria, Finland and Sweden) were in many 
ways similar to the one of the EU before the entry. Decent incomes for the agricultural population, 
stabilising markets and availability of supplies at reasonable prices were common objectives of 
agricultural policy in these countries and in the EU. The policy instruments used were to a large extent 
also similar: price support, quotas, intervention arrangements on the internal market and a system of 
border protection together with export support for surplus production, as well as direct income aids. 
The level of support measured by Producer Subsidy Equivalents (PSE) in agriculture was, 
nevertheless, higher than in the EU in all three countries at the time of the accession. Finland had the 
highest PSE, while the support levels in Austria and Sweden were closer to the EU (table 1). The 
desire to become part of the EU led to some changes in direction of the agricultural policy of the 
entering countries already before the accession. However, border protection remained relatively high 
until the end of 1994 (with the exception of Sweden). 
In the membership negotiations, the EU effectively achieved its objective of immediate alignment 
of producer prices. As CAP prices were considerably lower than producer prices in Austria and 
Finland, in particular, it was agreed that "degressive national aids to farmers should be authorized 
where support levels differ significantly". For Austria and Finland it was important to reach a long-
term support package that would guarantee the profitability of agriculture, although the producer 
prices dropped considerably when prices were adjusted to the EU level. Finland pushed for Less 
Favoured Area (LFA) status for all of its agricultural area. In Austria about 70% of the agricultural 
area is included in the LFA support.  
In addition, Austria received the opportunity to provide extra national aid (Grundbetrag) to small 
farms for a period of ten years, where existing LFA allowances are insufficient, and where these farms 
already received aid in 1993. For Finland and Sweden an important borderline is the 62nd parallel, to 
the north of which and in adjacent areas to the south permanent, so-called nordic agricultural national 
support can be paid. This national nordic support must be paid on the basis of the hectares of agri-
cultural land or heads of animal. The support may not lead to an increase in production or in the level 
of overall support observed during a pre-accession reference period determined by the Commission. 
 
Table 1. Agricultural support in Austria, Finland, Sweden and the EU-12 in percentage PSE (1989-
1994). 
 










All products  48 59 62 70 64 67 57 53 51 45 49 50 
Beef  53 61 64 66 60 61 55 55 46 53 60 60 
Pigmeat  22 52 54 51 54 53 29 45 37  7 10 10 
Poultrymeat  50 48 49 44 33 32 34 16 12 23 25 23 
Dairy milk  61 71 71 74 69 70 70 66 62 63 62 63 
Source: OECD, 1994.  
 
The elimination of border protection with the rest of the EU reduced barriers to trade as well as 
trade related transaction costs. This reduced domestic retail prices as well as producer prices and 
increased imports of agricultural products. The retail prices of food decreased only by about 0.5%in 
Austria and 1% in Sweden, but 11% in Finland immediately upon accession. Lower retail prices have 
in turn stimulated growth in consumption. In the food chain the position of retail sector has 
strengthened relative to the domestic raw material production and food industry within each of the 
three countries. The retail sector has been able to take advantage of the competition between the 
domestic food companies and between the domestic companies and the foreign ones. 
The manner, in which adjustment in the agrifood sector (primary production as well as the 
processing industry) has proceeded, has been dependent on agri-industrial structures and the relative 
competitiveness among different types of firms, commodities and countries. The accession has 
affected agricultural production differently in different regions, also depending on the formulation of 
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compensatory policies. The adjustment process has therefore by no means been uniform. Furthermore, 
the three countries exhibit significant regional variations within national boundaries. The following 
subsections looks in detail at the effects of price and subsidy changes on agricultural production, trade 




Austria’s attempts to leave EFTA in order to become a member of the EC/EU actually date back into 
the 1960s. Since that time, trade relations with  EU members  have been more important than with  
EFTA member states, with particularly close economic relationships towards Germany. When Austria 
became part of the European Economic Area in 1992, no deep reaching adjustments were necessary in 
general. The same was true when Austria finally joined the EU in 1995.  
Yet, this did not hold for the agricultural sector, where adjustment costs related to EU accession 
were deemed to be considerable, as this part of the Austrian economy so far had been excluded from 
all liberalization steps, both during the EFTA membership and the EEA. Agriculture traditionally had 
benefited from domestic markets being sheltered by effective border protection, with support coming 
mainly from high administered prices. Hence, in face of a fundamental change of this situation after 
EU accession the main problems at this time have been seen in  
1.  a pronounced difference between the price level in Austria and the adjacent EU countries, 
mainly Germany and Italy, which had become a problem only within the last ten years before 
accession, as previously agricultural price levels have traditionally been below comparable EU 
levels, 
2.  structural problems within the farming sector, with a particular share of holdings being 
situated in disadvantaged areas, as well as a low average size of holdings, 
3.  considerable weaknesses in the upstream and downstream industries regarding their 
competitiveness in an open market space, and 
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4.  problems with respect to the depopulation of  marginal regions of Austria. 
Hence, the most widely discussed problem scenario was the threat of of considerable income 
losses for farmers and processors, combined with heavy inroads regarding the (domestic) market 
shares as well as a perceived increase of production intensity in some and a complete loss of 
production activities in other areas. This setting built up sufficient political pressure to look for 
“acceptable” solutions.  
The main reaction of policymakers to mitigate the stiff opposition of farmers with respect to EU 
accession was (1) to negotiate a favourable set of production entitlements and (2) to provide additional 
support in order to safeguard farm income levels (Kola, Hofreither, Rabinowicz, 2000). 
As a consequence, farm incomes actually rose after accession, as quite a generous system of 
temporary payments had been implemented for the first four years until 1999. The second element to 
maintain farm income levels was the implementation of a very comprehensive agri-environmental 
payment system, which in 2003 accounted for about a third of the agricultural budget (about EUR 630 
million). About EUR 600 million were spent as compensation payments and premia, and about EUR 
580 million for structural measures. In sum, the budget outlays for agriculture in 2003 made up a bit 
more than EUR 2 billion, with about EUR 1.1 billion being contributed by the EU.  
As a consequence of this increased budgetary support agricultural incomes rose sharply in the 
first years, but started to decline afterwards. In 2000 the level of real per capita income was about the 
average of 1994-96. However, the development of agriculture is primarily determined by longer term 
perspectives of farming as well as the opportunities provided outside agriculture. In this respect, EU 
accession obviously forced farmers to assess their longer term prospects. One reaction, mainly of 
larger holdings, was a remarkable drive towards improving production structures, with a tendency to a 
regional specialization of production activities. Moreover, the rate of people leaving agriculture 
decreased after accession.  
In calculating the change of production quantities of the eight commodities covered in this paper 
during the period 1990-2003 by comparing the 3-annual averages at the beginning and the end to 
eliminate special influence of particular years, only barley and oats have declined considerably by 
  
about 40%.  Beef and eggs also have declined, but at a much smaller magnitude of 10 to 15%. Wheat 
and also pork have remained widely constant, while milk (10%) and poultry (20%) have risen 
remarkably. There is no visible relationship with the price changes in this period, as the production 
changes are the result of a complex mix of price declines, increases in direct payments, structural 
changes and technical progress.  
The generous agri-environmental program (ÖPUL) helped to curb incentives to increase 
production intensity (Sinabell, Salhofer, Hofreither, 1999). One indicator put forth in this respect is a 
continuous, albeit slight decrease in fertilizer application. Yet, from a theoretical point of view, the 
decline in producer prices may have contributed to this effect as well. The agri-environmental 
program, in combination with area and headage premia and payment under the heading of rural 
development still play a dominating role in maintaining farm income. From EUR 1.46 billion in 1994, 
being fully paid from national funds, agricultural support has climbed up to about EUR 2.1 billion, 
with about 54% coming from EAGG.  
Today, ten years after accession, also many of the deficiencies of the upstream and downstream 
industries seem to be fixed or at least mitigated. Actually, the negative trend with respect to the 
agricultural net exports between 1990/95 could be reversed in 1995/2000. Positive results could be 
achieved with respect to milk products and beverages, while e. g. vegetables, together with other plant 
products, are still plagued by problems (Sinabell, 2004). A general indicator of an improving trade 
environment is the fact that the nominal value of exports per ton has increased remarkably in relation 
the unit value of imports. Both Austrian farmers and the upstream and downstream industries 
obviously have taken up the challenge of EU accession in rationally responding to market signals and 




Finland’s accession to the EU presented a serious challenge to Finnish agriculture and food industry, a 
challenge for which these sectors were not well prepared. In the closed economy before joining the EU 
the Finnish food markets were almost completely regulated. The desire to become part of the EU led 
to some changes in direction of the Finnish agricultural policy in the early 1990s. The new price 
system adopted in 1994 resembled that of the EU. The price level remained, nevertheless, much higher 
than in the EU. At the time of accession, Finnish producer prices were approximately double those in 
the EU countries.  
Therefore, Finnish producers faced a change in output prices, relative prices and direct support 
which is of exceptional magnitude compared to any other country ever joined to the EU. The producer 
prices dropped by 40-50 % immediately upon accession, i.e. at the beginning of 1995. Lower feed 
costs and reduction of other costs compensated only partly for lower prices of agricultural products. 
On market prices only, the survival of Finnish agricultural production would have been very 
difficult (Marttila & Niemi, 1993). A comprehensive package of compensatory payments - under the 
conditions of the Accession Treaty - was therefore agreed to facilitate the adjustment. During 1995-
2004, direct payments were paid to all agricultural areas and livestock units totalling about EUR 1.7 
billion annually. In addition, agriculture received EUR 1 billion in compensation for directly aligning 
its prices with those of the Union from the first day of accession. This money was paid out over a five-
year transitional period from 1995 to 1999, with a heavier weighting in the first years. 
Thanks to the support, no actual collapse occurred in agricultural income, i.e. the compensation 
for farmers’ labour and capital investment. Agricultural income has fallen though by about 27% at 
fixed prices during 1994–2004. The role of support in the income formation of agriculture is much 
greater in Finland than in the other EU countries. In 2003, the payments to agriculture totalled 
€ 1.8 billion, which represented 44% of the total output of agriculture (€ 4.0 billion). 
Agricultural support, its nature and amount, therefore plays a significant role in securing the 
preconditions for agriculture in the different production sectors in different parts of Finland. The 
national objectives for the Finnish agricultural policy have been based on the view that the permanent 
competitive handicap due to the natural conditions of Finnish agriculture must be compensated for in 
order for the domestic production to succeed on the common EU market. Because the agricultural 
policy of the EU is not well suited to northern, small-scale farming, Finland has to pay 58% of the 
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support for agriculture from national funds, while only 42% comes through the agricultural budget of 
the EU. 
During the first ten years of EU membership, no significant changes have taken place in the 
volume of agricultural production. Yet, the structural change in agriculture has been quite rapid. 
Between 1994–2004 the number of farms fell, on average, by 3% a year i.e. from 103,000 to 70,762 
farms. While the number of farms has decreased rapidly, the average size of farms has grown by 36% 
from 22.8 ha of arable land to 31.0 ha (Niemi and Ahlstedt, 2004).
Despite this rapid structural development the productivity of agriculture has improved quite 
slowly. In fact, structural change still mostly follows the long-term trend which started already in the 
beginning of the 1970s. In 2003 the same use of inputs produced about 19% more than in 1992. The 
annual increase in the productivity of agriculture was about 1.6%. It seems therefore that the 
investments encouraged by the investment aid and rapid structural development have not resulted in 
such improvement in the productivity of Finnish agriculture which would bring it closer to the 
productivity in Central Europe. The development did speed up to some extent towards the end of the 




The accession into the EU presented a challenge to the Swedish agricultural sector, too. However, 
the pressures for change in Sweden were not as severe as they were in Finland. Sweden initiated a 
reform process of its agricultural policy in the late 1980s ending with a radical reform taken by a large 
parliamentary majority in 1990. The decision included an almost complete deregulation of the 
agricultural policy, but with a kept boarder protection. Also tariff rates were, as can be seen from the 
PSE-figures from this period, reduced. 
The Swedish reform was a result of a longer period of internal debate and including a broad 
parliamentary committee. During that period it was generally accepted that the previous Swedish 
agricultural policy (as mentioned very close to the CAP at that time) had reached a dead end. Goals 
were not met, the policy was very costly and inefficient and farmers’ incomes could not be politically 
set as long as people were free to enter and leave farming. With the deregulation decision quotas and 
set aside programs were abolished and farmers were paid substantial subsidies during a short period of 
time, in order to ease the transformation to new production lines or as a compensation for drastic 
changes in a protected policy. Significant environmental programs, including schemes for biodiversity, 
were also introduced during the reform process. 
It is, though, important to remember that only one year after the drastic decision to deregulate the 
Swedish agricultural policy the Swedish government applied for EU-membership. Farmers in 
particular and the agrarian sector in general did not fully adapt to the deregulation decision, since it 
fairly soon became obvious that the CAP might be introduced in Sweden. 
As a result of this process, price levels in Sweden moved closer to the EU level, for some 
products prices were not higher in Sweden than they were within the union. PSE-levels in Sweden 
were not on average higher than those within the EU-12. These moves made it easier for Sweden to 
fully integrate into the CAP in January 1995. 
It is worth to mention that Swedish farmers e.g. did not suffer from lowered grain prices when the 
CAP was implemented. The logic in paying direct support to grain farmers, as a compensation of the 
reduced prices following the MacSharry decision, was therefore not relevant for Swedish farmers. 
Instead Swedish grain producers were “compensated” for price cuts taking place within the EU before 
Sweden joined. Actually Swedish grain farmers were compensated twice, first for the Swedish 
deregulation decision and than for the MacSharry-reform. 
Since prices did not change much, milk-quotas were re-established and direct payments and 
animal premiums introduced Swedish farmers had relatively good years directly after the EU-
membership. Income levels rose during the second half of the 1990:thies. Consumer prices neither 
changed much. In 1995 they rose with about one per cent. Also in this area the radical changes came a 
few years before the EU-membership. For ages increases in food prices had been higher than inflation 
in general. Partly this was a direct result of the old Swedish agricultural policy where a number of 
food price’s were set by the government after negotiations between farmers, “consumer 
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representatives” and the government. During these negotiations it paid for farmers to show high 
increases in costs, since that enabled them to argue stronger for raised food prices. This process was 
eliminated within the deregulation decision and after that the increase in food prices was drastically 
lowered. 
Even if the Swedish agriculture in general already had prices close to or lower than those within 
the EU this was not the case in the Northern parts. Here climatic conditions are unfavourable and 
additional national support was used as well after the internal deregulation. Apart from the use limited 
amounts of national support also after the EU-accession the Swedish negotiations resulted in an 
ambitious environmental program to Swedish agriculture, including favourable environmental support 
to Northern Sweden. 
Even if the years directly after the EU-membership did not include dramatic changes a lot has of 
course happened since 1995. Food prices dropped by more than six per cent in 1996 and the 
consumption of animal products, especially meat, has increased with about 30 per cent since Sweden 
joined the EU. Parallel to the increase in consumption Sweden has increased it import of meat at about 
he same rate, so the Swedish meat producers have steadily lost market shares during the latest ten 
years. This might be an illustration of the increased competition in food processing, where structural 
changes have been significant. 
Within primary production there have been no drastic shifts in the structural change, even if it 
might have increased a bit in milk processing during later years. The first years after 1995, grain 
production increased in Northern Sweden and ever since 1995 tenancy contracts and farmland prices 




3. Evaluation of the effects of market integration 
 
Agricultural market integration affects most directly the overall level of agricultural output prices 
and input prices, the volume of foreign trade of agricultural products and, consequently, the volume of 
agricultural production. Indirectly, it affects the structure, size of farm population, farm income, 
production costs, the input manufacturing and output processing industries and the overall national 
economy with its income and resource allocation effects.  
Quantitative analyses of the effects of integration are typically performed in either a partial or 
general equilibrium framework. By their very nature, general equilibrium (GE) models, or computable 
general equilibrium (CGE) models, attempt to describe the effects of trade liberalisation on the 
economy as a whole and the intersectoral linkage in particular. In contrast, partial equilibrium (PE) 
models allow highly detailed studies on the impacts of trade policy changes to be made for specific 
markets or products. The PE model is simple to understand and manipulate. Also, such model requires 
less data and fewer assumptions about key variables in the analysis than the GE model. A 
disadvantage of the PE approach is that it suppresses interactions between commodities that are 
actually linked together by substitution and competition. 
Though there are difficulties in performing strict comparisons between PE and GE models, it has 
generally been observed that GE welfare gains turn out to be higher than their PE counterparts 
(Winters 1987, Gylfason 1994, Tokarick 2003). Gohin and Moschini (2004) have shown however that 
both GE and PE models yields comparable welfare effects when analysing the agricultural sector of 
developed economies (where agriculture constitutes a small fraction of economic activities), and when 
no other distortions exist in the rest of the economy. 
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This paper uses a partial equilibrium comparative static analysis, which ignores the interactions 
between agriculture and the sectors of the economy. The scope of the analysis is limited because of the 
difficulty in addressing the complete set of effects on the economies of the three countries resulting 
from entry, and the particular interest in identifying the effects in the agricultural markets. The focus 
of the paper is the identification of the direct welfare effects of the EU accession in the Austrian, 
Finnish and Swedish agricultural sector. More specifically, the objective of the study is to compare the 
static welfare in the existing situation in the EU with that derived from a non-entry scenario. The 
benefit or cost of integration is the extent to which welfare under current situation exceeds welfare 
under non-entry scenario.  
  
Most empirical attempts at measuring the welfare effects of different trade policy schemes are 
based upon the pragmatic Marshallian concept of economic surplus, where the welfare effects of 
integration are derived in terms of domestic elasticities of supply and demand, frequently with the 
assumption of a perfectly elastic foreign-offer curve. This method based on welfare economics is well 
known, for both its usefulness and limitations. Corden (1957), Deaton and Muellbaur (1980), Just et 
al. (1982) and Gardner (1987) provide useful discussions of the concept of producer and consumer 
surplus. 
The familiar partial equilibrium analysis of removing trade barriers runs as follows. We refer to 
figure 1, where the domestic demand curve for the product in question is D, domestic supply curve is 
S, and the supply curve of imports is ES. The domestic product is assumed to be a perfect substitute 
for the import. Assume now that a binding quota has been imposed on imports, and a production 
subsidy, s1, is paid directly to the producer. With the import quota in place, the internal market price is 
kept at p1, and hence domestic producers obtain higher prices for more output than if no trade 
distortions are applied. The direct payments further increase per-unit returns to producers from p1 to r1. 
This brings total consumption to C1 at price p1 , and production to Q1 at per-unit return r1 (=p1+s1). 
Consider now that import barriers are removed and market prices are allowed to seek a level 
consistent with the unfettered flow of imports. This lowers the market price received by domestic 
producers and paid by domestic consumers from p1 to p2. Yet, the producers are compensated for the 
decrease in market prices by a direct subsidy, s2, so that per-unit returns to producers, including the 
subsidy, decrease from r1 to r2 as a result of the accession. These policy changes raise consumption of 
the product to C2, reduce domestic output to Q2, and raise imports from bc to ad. Thus, there is an 
increase on imports as indicated by the arrows. 
With the ideas of producer and consumer surplus a somewhat closer analysis of the effects 
associated with the shift from closed markets to open and more competitive markets can be developed. 
The removal of import barriers raises consumer surplus by the area p1gdp2. This is the partial 
equilibrium economic benefit of this policy-induced change to consumers. The area gdc is part of the 
real income gained by consumers because of the price decrease from p1 to p2.  Producers lose the area 
r1jhr2 in producer surplus value because per-unit returns decrease as a result of the accession. The area 
jih is an efficiency gain in production, reflecting the additional marginal value Taxpayers are paying 
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Figure 1. Removal of trade barriers: Partial equilibrium effects. 
 
There are several well-known limitations in the procedure employed above. A static single 
market analysis ignores the interactions within the food chain and between the food sector and other 
sectors of the economy, and it does not include the costs of adjustment to trade shocks (e.g. 
unemployment). Compensating and equivalent variation would be more appropriate techniques than 
producer and consumer surplus calculation when static effects of integration are analysed. This kind of 
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Furthermore, quantification of the welfare effects of the policy change requires knowledge of 
demand and supply elasticities of agricultural products. This is a limiting aspect because the 
administered price system distorts supply and demand responses. Technically, the requirement of 
elasticity estimates does not hinder analysis, if we are satisfied with reasonably accurate qualitative 
results, despite less precise quantitative estimates. Another limitation is the static nature of the method 
ignoring adjustment time needed for changes, although knowledge of short-run and long-run elasticity 
estimates allows for both static and dynamic results. Finally the method implicitly equates individual 
marginal utility with that of the society. 
 
 
4. Quantitative examination of the effects of compliance with the CAP  
 
4.1. Estimation technique 
 
The quantitative results of this study are derived by using standard partial equilibrium comparative 
static analysis in the Marshallian economic surplus framework. Using this method the welfare effects 
of entry into the EU and compliance with the CAP are evaluated for eight major cereals and livestock 
commodities produced and imported in Austria, Finland and Sweden. These eight products account for 
almost 80% of the output of basic agricultural production at market price in the three countries under 
examination. 
Economic surplus measures (i.e. producer and consumer surplus) are calculated by comparing the 
evolution of the agricultural market with and without entry into the EU. As with most policy changes, 
the response of the individuals impacted by integration depends on the time perspective. In this 
analysis we focus on the medium term, which is defined as the period that at least one factor is fixed. 
The year of the analysis is year 2003.  
The basic formulae for calculation are represented by equations (1) through (8): 
1)  estimated domestic production without entry into the EU 
                   Q1 = Q2 + ns [(r1 – r2)/ r1] Q2 
2)   estimated domestic consumption without entry into the EU 
                   C1 = C2 + nd [(p1- p2)/ p1] C2 
3)   net social benefit in production as a result of accession 
                   NCBp = [0.5 (Q2 – Q1)] * (r2 – r1) 
4)   net social benefit in consumption as a result of accession 
                   NCBc = [0.5 (C2 – C1)] * (p1 – p2) 
5)   welfare gain of producers as a result of accession 
                   PSd = [Q1 - 0.5 (Q2 – Q1)] * (r2 – r1) 
6)   welfare gain of consumers as a result of accession 
                   CSd = [C1 + 0.5 (C2 – C1)] * (p1 – p2) 
7)   change in taxpayers’ expenditure as a result of accession 
                   TXd = Q1 (r1 – p1) – Q2  (r2 – p2) + S2 – TX2
8)   net social benefit in society as a result of accession 
                   NSBd = NCBp + NCBc + TXd  
 
where r1 is the per-unit return faced by domestic producers under a non-entry scenario;  r2 is the per-
unit return in the entry scenario; p1 is the market price faced by domestic consumers under a non-entry 
scenario; p2 is the market price; Q1 is the simulated production quantity under a non-entry scenario, Q2 
is the actual quantity of production in 2003; C1 is the simulated consumption under a non-entry 
scenario, C2 is the actual quantity of consumption in 2003, ns is own-price elasticity of supply, nd is 
own-price elasticity of demand,  S2  represents the sum of direct subsidies received  from the European 
Guidance and Guarantee Fund (EAGG), and TX2 represents country’s payment to the EAGG. 
Substituting non-entry prices into the supply and demand equations allows us to estimate a level 
of consumption and production in the no-entry alternative for the year 2003. From this, the net social 
losses and changes in consumer and producer surpluses can be calculated. Information required for the 
analysis are entry and non-entry prices and support production and consumption of agricultural 
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products in 2003 and own-price supply and demand elasticity estimates by commodity for Austria, 
Finland, and Sweden. 
 
4.2. Data  
 
The base year of the analysis is calendar year 2003. When analysing the welfare effects resulting from 
the EU membership, the benchmark should be an earlier period than 1995. Thus, the 1994 market 
prices and direct aids in nominal terms are used as non-entry prices in 2003. Whether the producer 
price level of 1994 could have been kept by not entering the EU is of course debatable, as the outcome 
of the Uruguay Round Agreement on Agriculture would have hit the country anyway. 
 
Table 2. Demand elasticities (own price elasticities) of agricultural products in Austria, Finland and 
Sweden.       
 
 Austria  Finland  Sweden 
Commodity Low High Low High  Low  High 
Wheat  -0.10 -0.35 -0.15 -0.35  -0.10  -0.35 
Barley  -0.10 -0.30 -0.10 -0.30  -0.10  -0.30 
Oats  -0.10 -0.30 -0.10 -0.30  -0.10  -0.30 
Beef  -0.05 -0.35 -0.10 -0.35  -0.10  -0.35 
Pork  -0.10 -0.15 -0.15 -0.45  -0.10  -0.30 
Poultry  -0.10 -0.30 -0.10 -0.40  -0.10  -0.35 
Eggs  -0.20 -0.35 -0.10 -0.25  -0.15  -0.30 
Milk  -0.05 -0.25 -0.05 -0.40  -0.05  -0.35 
 
The demand and supply elasticities play an important role in the calculation of the welfare effects. 
By using the elasticities of demand and supply, the effects of the price changes on the consumption 
and production can be calculated. There are significant problems with these elasticity calculations. 
First of all, there is the difficulty of determining what the "ceteris paribus" effect of a price change of 
the product itself, and what is caused by the price change of a related product, income changes or price 
shift. Some studies calculate only product specific elasticities and ignore the cross-price effects. 
 
Table 3. Supply elasticities (own price elasticities) of agricultural products in Austria, Finland and 
Sweden.  
   
 Austria  Finland  Sweden 
Commodity Low High Low High Low High 
Wheat  0.10 0.15 0.40 0.90 0.20 0.30 
Barley  0.10 0.20 0.10 0.70 0.10 0.25 
Oats  0.10 0.20 0.10 0.70 0.10 0.25 
Beef  0.10 0.25 0.10 0.50 0.10 0.40 
Pork  0.05 0.35 0.55 0.90 0.30 0.45 
Poultry  0.05 0.15 0.20 0.80 0.15 0.30 
Eggs  0.15 0.40 0.10 0.30 0.15 0.25 
Milk  0.10 0.50 0.35 0.75 0.20 0.50 
 
Because of the uncertainties involved, and because elasticity estimates differ widely from 
researcher to researcher, a range analysis is used in the study. In range analysis we use different 
elasticities. The purpose of using different elasticities is to demonstrate the "sensitivity" of the results 
to changes in the elasticity estimates. We believe, it is less important to get exact numbers and more 
important to obtain an estimate of the magnitude of changes. Thus, the results of the study provide 
orders of magnitude rather than exact measures. 
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The own-price demand and supply elasticities used in this study are presented in the tables 2 and 
3, respectively. Demand and supply elasticities are taken from Edgerton et.al (1996), Hofreither et al. 
  
(2004), Laurila (1994), Kola (1991), and Niemi (2003). In all cases they are long-run general 
equilibrium elasticities, although in this study we suppress the cross-price terms. As supply and 
demand functions are homogeneous of degree zero in prices, it is not theoretically consistent to simply 
suppress cross-price elasticities (even though the cross-price terms are usually small). 
 
4.3. Effects on production and consumption 
 
The effects of entry into the EU on production and consumption volumes are summarised in tables 4 
and 5, from which a number of points can be made. In the non-entry scenario, the net returns received 
by agricultural producers are higher than the corresponding returns under entry. Therefore, when 
production and supply are positively related to producers’ net returns, agricultural production is 
estimated to be lower in the entry scenario. On the other hand, as a result of lower food prices there is 
a considerable increase in domestic consumption with the entry into the EU. 
 
Table 4. Estimated change in agricultural production as a result of accession in Austria, Finland and 
Sweden, % of 1994 production. 
 
 Austria  Finland  Sweden 
Commodity Low High Low High Low High 
Wheat  -2.2  -3.3       -2.4  -6.4  -2.4  -3.6 
Barley  -1.0 -1.9 -0.5 -2.4 -1.5 -3.8 
Oats  0.1  0.3 -0.6 -2.8 -1.6 -4.0 
Beef  -1.1 -2.6 -1.9  -14.9 -3.1  -11.4 
Pork  -1.6 -10.2  0.0  -7.3  -8.9 -12.4 
Poultry  -1.9 -5.4 -1.4 -5.5 -1.2 -2.5 
Eggs 0.5  1.4  -1.8  -4.5  9.4  16.8 
Milk  -2.1 -9.7 -0.9 -6.1 -0.8 -2.1 
 
The effects on trade are merely a combination of the effects on production and consumption, 
since stocks are assumed to be constant. The entry has caused an increment in the import of all 
agricultural products analysed. 
                                                                                             
Table 5. Estimated change in consumption of agricultural products as a result of accession in Austria, 
Finland and Sweden, % of 1994 consumption. 
 
 Austria  Finland  Sweden 
Commodity Low High Low  High  Low  High 
Wheat  6.0  24.6  10.8  29.3 1.2 4.5 
Barley  5.5  18.4  6.4  21.9 1.6 4.9 
Oats  5.8  19.8  6.7  23.3 1.7 5.3 
Beef 1.5  11.5  5.4  21.7  3.3  12.7 
Pork 3.3  5.0  9.3  34.1  3.4  10.8 
Poultry  3.9  12.8  4.3  19.9 0.8 3.0 
Eggs -0.8  -1.3  6.1  16.8  -7.9  -14.7 
Milk  1.3  6.7  0.2 1.7 0.2 1.5 
 
4.4. Producer and consumer surplus changes 
 
The net social benefits in consumption and production of agricultural commodities as a result of 
accession are displayed in table 6. One can view these benefits as (1) the real income gain by 
consumers and (2) the efficiency gain in production. 
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In Austria, the net social benefits in consumption and production as a result of accession range 
from EUR 21 million (the low elasticity case) to EUR 78 million (the high elasticity case). In Finland, 
they range from a low of EUR 30 million to a high of EUR 90 million, and in Sweden from a low of 
  
EUR 22 million to a high of EUR 52 million. The pork industry has incurred the highest benefit 
ranging from EUR 26 to 75 million. 
 
Table 6. Net social benefits in consumption and production as result of accession in Austrian, Finnish 
and Swedish agriculture, EUR million. 
 
 Austria  Finland  Sweden 
Commodity Low High Low  High  Low  High 
Wheat  4.7  14.8  5.8 13.8 0.58 1.19 
Barley  2.5  7.5  3.3 10.1 0.68 1,25 
Oats  0.5  1.3  2.9  8.7 0.29 0.79 
Beef 0.9  5.3  6.7  34.5  4.87  18.07 
Pork  5.2  18.4  10.9  38.0 10.10 19.10 
Poultry  1.9  5.8  1.5  6.1 0.18 0.49 
Eggs 0.0  0.1  1.8  4.4  5.27  10.54 
Milk  4.9  24.7  0.5  4.1 0.24 0.80 
Total  20.8  77.9  30.1  89.8 22.42 52.23 
 
As the results in tables 7 and 8 indicate, the most sizeable effects of entry are the welfare transfers 
between producers and consumers. Producers both in Austria and Finland have incurred large welfare 
losses in commodity production, which are to be contrasted with the increase in budgetary support. 
In Austria, producers’ welfare losses due to the CAP range from EUR 701 million (the low 
elasticity case) to EUR 726 million (the high elasticity case). Producers in Finland have incurred 
welfare losses from a low EUR 573 million to a high EUR 600 million. In Sweden, producers’ welfare 
losses range from EUR 376 million to EUR 389 million  
In Austria, the magnitude of the losses has been most pronounced for the dairy and pork 
producers. Dairy producers’ welfare loss ranged from EUR 265 to EUR 277 million. Pork producers 
have lost from EUR 238 to EUR 250 million. In Finland and Sweden the losses are largest for the beef 
and pork producers. Finnish beef producers’ welfare loss ranged from  EUR 213 to EUR 229 million. 
Swedish pork producers have lost between EUR 161-164 million. 
 
Table 7. Welfare gains of producers as a result of accession in Austria, Finland and Sweden, EUR 
million. 
 
 Austria  Finland  Sweden 
Commodity Low High Low  High  Low  High 
Wheat  -77  -78       -26  -27  -34  -34 
Barley  -17  -17  -26 -26 -29 -30 
Oats  0  0  -25 -25 -21 -21 
Beef  -50  -50  -213 -229 -128 -134 
Pork  -238  -250  -139 -144 -161 -164 
Poultry  -58  -59  -13 -13 -16 -16 
Eggs  5  5 -14  -14 57 56 
Milk  -265  -277  -118  -121 -45 -45 
Total  -701  -726  -573 -600 -376 -389 
 
On the hand, consumers have gained an estimated EUR 2,087-2,197 in the three countries. In 
Austria, consumers have gained about EUR 898-931 million for the total of eight major commodities 
analysed. In Finland and Sweden, consumers have gained about EUR 815-875 million and EUR 374-
391 million, respectively. 
Clearly, these gains are important to consumers, even though the magnitude of these benefits is 
small relative to market sales. According to the calculations, the Finnish pork consumers have incurred 
the largest gains, about EUR 223-245 million. 
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Table 8. Welfare gains of consumers as a result of accession in Austria, Finland and Sweden, EUR 
million. 
 
 Austria  Finland  Sweden 
Commodity Low High Low  High  Low  High 
Wheat  132  123  107  101 26 26 
Barley 92  87  107  99 29 28 
Oats  16  15  86 80 14 14 
Beef  89  85  176 165 174 167 
Pork  205  203  245 223 159 154 
Poultry  72  69  67 63 20 19 
Eggs  -7  -7  56 53 -75 -79 
Milk  332  324  31 31 45 45 
Total  931  898  875 815 391 374 
 
 
5. Budgetary transfers 
 
Apart from transfers between producers and consumers, there are budgetary transfers, which must also 
be taken into account when documenting welfare changes in the whole society. The effects of 
accession into the EU on the state budget have been examined in table 9 by comparing the changes in 
the state revenue and expenditure after the accession with the state budget of 1994. Calculations in the 
table 9 also include the budgetary transfers between the three countries and the EU in the context of 
the CAP. In 2003, receipts from the European Guidance and Guarantee Fund (EAGG) amounted to 
EUR 1 164 million in Austria, EUR 876 million in Finland, and EUR 865 million in Sweden. 
Countries’ contributions to the EAGG is not known, since payments are made to the EU budget 
as a whole and not to each special fund separately. However, if we make the usual assumption that the 
proportion of a member states’ contribution that goes to EAGG is equal to the share of EAGG in the 
total budget, we find that Austria and Finland have been net receivers from the EAGG in 2003. 
Sweden, on the other hand, has been a significant net payer. 
Therefore, the net budgetary benefits from the application of the CAP in 2003 amount EUR 548 
million in Austria, and EUR 180 million in Finland.  In Sweden, the EU-membership has lead to an 
increased burden for taxpayers, of at least EUR 500 million annually. 
Sweden has one of the highest net per capita contributions to the EU and money received within 
the CAP are not at all of the same size. It is also worth to notice that governmental payments in 1994, 
our reference year, were relatively high since that was a year of “compensation payments” for the 
Swedish deregulation agricultural reform. Compared to a post-reform year in Sweden the differences 
therefore ought to be even higher. 
 
Table 9. Effects of EU accession on agricultural support in the state budget of Austria, Finland and 
Sweden: change in net expenditure compared to 1994, EUR million. 
 
 Austria    Finland  Sweden 
  1999 2003 1999 2003 1999 2003 
Agricultural  support,  total  1938 2140 1500 1910 1020 1125 
- from the national budget    953    976    902  1034    225   260 
- from the EAGG    985  1164    598    876    735   865 
        
Change of the agricultural expenditure in 







   
   -66 
 
  -68 
 
-33 
Country’s net payment to the EAGG   165    -60    118   -114   520  560 
Change in the country’s net expenditure 
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6. Conclusions and further considerations 
 
The objective of this study was to compare the welfare derived from the existing EU situation with 
that derived from a hypothetical non-entry situation for agricultural markets in Austria, Finland and 
Sweden. The analysis is based on a simple Marshallian supply and demand framework and 
differentiates eight commodities. The benefit or cost of integration is the extent to which welfare under 
current situation deviates from welfare under the non-entry scenario. Whether all these benefits and 
costs could have been avoided by not entering the EU is doubtful, as the outcome of the Uruguay 
Round Agreement on Agriculture would have hit the country similarly. 
The quantitative results of the study indicate that Austria and Finland have incurred welfare 
benefits resulting from the application of Common Agricultural Policy (CAP). In Sweden the situation 
is not clear but it seems fair to say that potential net benefits from the Swedish EU-membership do not 
come from the agricultural policy and the agrarian sector. 
The most sizeable effects of integration are the welfare transfers between consumers and 
producers. According to the study, consumers in all the three countries have gained, in total, between 
EUR 2,087-2,197 for the eight major commodities analysed. Producers, on the other hand, have 
incurred large welfare losses incommodity production, ranging from EUR 1,650 to EUR 1,715 
million. These losses are to be contrasted with the increase in budgetary support, however. 
The welfare change of taxpayers was evaluated by comparing the subsidies paid to the 
agricultural sector in 1994 and 2003. The net budgetary benefits from the application of the CAP in 
2003 amounted EUR 548 million in Austria, and EUR 180 million in Finland.  In Sweden, the EU-
membership has lead to an increased burden for taxpayers, of at least EUR 500 million annually. 
The EU-membership reduced average agricultural prices in all three countries. Consumer gained 
more than produces lost from this. An increased market competition in processing has probably also 
contributed to welfare gains from the EU-integration. The generous acceptance from the EU-
commission in relation to environmental programs and national exceptions in the form of additional 
national support compensated farmers. When evaluating the aggregated welfare effect, taxpayers 
situation therefore become essential. Sweden seems to loose because of a large net transfer to the EU, 
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